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Abstract--- The prime objective of the current study is 
to explore the relationship between supply chain 
operational performance and firm supply chain 
management in the reference of agency theory. To 
further explain the role of agency theory, in the supply 
chain management we have examined the direct and 
indirect impact of supply chain operational 
performance on firm supply chain management. The 
SMART-PLS is used to achieve the objective of the 
current stud. The data is collected from the operation 
managers, production managers and finance managers 
of manufacturing firms listed in Indonesian Stock 
Exchange. The results of the study have shown a great 
deal of agreement with our proposed hypothesis. The 
corporate governance index comprising of board 
characteristics appears as a moderator in the 
relationship between supply chain operational 
performance and firm supply chain management. The 
results of the current study are also providing support 
to agency theory and resource base theory. The study 
which is among pioneering studies on the issue will be 
helpful for policy makers and managers in 
understanding the role of agency theory in supply chain 
management. 
Keywords: Agency Theory, Supply chain management, 
Indonesia   
1. Introduction  
In various disciplines, the agency theory has been 
used widely during the last few decades, but not any 
considerable work has been observed on how this 
theory can be used to describe relations among 
different organisations. Whereas, agency theory is 
applicable to the situations in which one party 
represents authority to the other one, in the form of 
decision making and control related to specific tasks 
[1], [2]. Basheer [2] mentioned that major 
contributions of scholars in this area includes: 
Mitnick [3], Eisenhardt [4], and Jensen and Meckling 
[5], who have greatly enhanced the understanding of 
agency theory in terms of economic relations. While 
some others have incorporated this theory in other 
disciplines like management [2],[3],[4], information 
systems [6], and economics and finance . Scholars  of 
SCM such as Halldórsson and Skjott-Larsen [7], 
Grant et al [8], and Michalski, Montes & Narasimhan 
[9] have recently gained interest in employing agency 
theory in order to conceive information about 
managing risks, developing relationships and aligning 
of incentives within the supply chain. These studies 
based on the implications of agency theory in the 
field of logistics, just partially addressed the concept 
of relationships in the supply chain. A structured and 
well-designed literature review is constructed from 
the databases available online and from the keyword 
classifications like agency relationships, agency 
theory, system of incentives, relationships among 
principal and agents, supply chain and risk 
management. Initially the search brought out 86 
studies which were published from 1973 to 2011, and 
it started from the contribution of Mitnick [10] in 
year 1973. The number of articles declined to 19 after 
further classification of the relevant information 
required for the study.  
In order to achieve a successful and smooth 
functioning of the FSCM practice, a comparative 
advantage between the business and the strategies of 
the supply chain of the firms is also carefully 
observed. The aim of this paper is to redefine 
Financial Supply Chain Management (FSCM) on the 
basis of empirical and theoretical research and to fill 
the research gaps in the existing literature, thus 
providing valuable ground for the future studies. In 
the first step, the elements that constitute FSCM are 
described in detail. Furthermore, on the basis of ______________________________________________________________ 
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collaboration with the suppliers, companies’ financial 
entities and buyers, more attention is given on the 
modern and recent aspects of financial SCM. In the 
next step, review of the theoretical as well as 
empirical literature is studied in order to highlight the 
significance of FSCM and reach out for conclusions 
in the modern literature and management theory. The 
findings will be concluded by analyzing the empirical 
studies available in the literature which could justify 
the empirical results on the theoretical grounds. In the 
final step, study proposed suggestions for all the 
parties involved in the supply chain in order to 
capture benefits from the FSCM and provided useful 
literature for further studies. 
The next section contains explanations provided by 
the authors regarding associated models and branches 
of the agency theory. Afterwards, a discussion about 
the methodology employed for this study is included. 
In the section of results and analysis, explanation 
regarding SCM and agency theory as well as certain 
themes of methodology are also discussed. In the 
discussion section, the agenda of exploring the 
behavior of supply chain through agency theory is 
further reviewed, followed by a brief description of 
the limitations of this theory. Final section of this 
paper includes conclusion, and implications of this 
theory in management, and further research 
opportunities available in the future. 
Generally, a supply chain is conceptualized as a 
network of certain chain of events. Borgatti and Li  
[11], defined Supply Chain Management (SCM) as: 
“SCM has not been just dyadic, as say, most of 
resource dependency has been, but has – through the 
notion of chains – implicitly considered paths 
through a network of firms.”  
Earlier to the notion of SCM, many scholars from 
marketing industry considered approaches of how 
dealers, distributors and dealers from the downstream 
are arranged with reference to their management in 
the supply chain [12]. In 1986, Thorelli [13] in his 
work introduced a term of competing networks in 
order to define the notion of supply chain in a market. 
Lambert et al., [14] also discussed the network of 
supply chain with context to its management, while 
Ford (1990) argued that there are no chances for any 
pair of firms to function independently. In an attempt 
to consider a triad i.e. smallest of the unit in a 
network, the researchers have started to discover 
beyond the dyad relationship [12], while extended 
network from the triad was witnessed by Choi and 
Dooley [15]. This research network of archetypes and 
buyer-supplier-supplier triad is a phenomenon that 
has already been examined [12], while relationships 
of associated behavior of buyer-buyer-supplier and 
buyer-supplier-supplier relationships , and structural 
fixation of supplier in a broader network of supplier  
have also been constructed and observed by the 
researchers. 
2. Literature Review  
2.1. Supply Chain Management 
Supply chain is an organizations network that 
associated corporate activities and coordination 
within and between organization to create value for 
customer [12]. An effective SCM enables firms to 
make informed decisions in supply chain function, 
which start from procurement of materials for 
manufacture to become products and then distribute 
the products to final customer. SCM grows within 
and across organizations by the information flow to 
truly support the real time communication (IT 
applications such as internet, intranet, and extranet 
based tools are becoming essential for firms to 
optimize the materials flow and information flow in 
the entire supply chain. The extended supply chain 
network moves beyond the individual firm to inter-
organization functions, including suppliers, 
customers, trading partners, service providers, 
retailers, manufacturers, and transporters [42]. 
It claimed that SCOR model is employed by 
thousands of companies worldwide which including 
manufacturers, distributors, retailers, and service 
provider. However, there has been limited academic 
study that applied SCOR model in measuring the 
performance of the supply chain  author further 
suggested that the elements in SCOR model, which 
consists of reliability, responsiveness, agility, cost, 
and asset management efficiency are suitable to use 
to measure supply chain performance that involves 
the complete supply chain members. Millet, Schmitt, 
and Botta-Genoulaz [30] stated that SCOR model 
could provide multi view in business operational 
environment. However, the present study is focused 
on supply chain operational performance instead of 
financial performance, thus, asset management 
efficiency is excluded. The empirical studies have 
shown that the elements in SCOR model were 
effective in measuring the supply chain performance 
[12]. Hence, the effect of supply chain capabilities 
and supply chain technology adoption to supply chain 
operation performance is expected to be explained by 
reliability, responsiveness, agility, and cost. 
As of today, there is still lacked of theoretical support 
for understanding and explaining the reality or the 
boundaries of SCM [16], [30],[12].  
The concept of SCM is originally derived from the 
logistical concept since 1950 and matured in 1970. 
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The logistical concept is slowly evolving into the 
SCM concept and initiated the SCM concept since 
1980, and the first publication took place in 1982. 
The concept of SCM started to emerge in the 
manufacturing industry since 1985 . In the early 
1990s, scholars and industry practitioners start to 
place attention on agile manufacturing. This is 
followed by the service industry initiated the SCM in 
their business operations in 1995 . The development 
and continuing evolution of the SCM role are obvious 
in the last decade, which gained an incredible 
attention from both 36 academics and practitioner's 
community since 2000 (Chan & Qi, 2003). This has 
led the SCM to enter the education industry since 
2007 [21]. In the twenty first century, SCM has been 
considered as the most effective operations tools to 
improved organizational competitiveness. Both agile 
manufacturing and SCM seem to vary in 
philosophical emphasis, but the goals of each 
complements are the same which is to improved 
competitiveness. Agile manufacturing is emphasized 
more on partnerships to achieve speed and flexibility 
in producing goods. While, SCM is emphasis on all 
aspects which includes quality, speed, flexibility, 
cost, and asset management. In SCM, the integration 
of suppliers and customers are crucial to achieve 
great values [24]. In short, SCM becomes a popular 
management tool in helping organizations to improve 
their performance through the ultimate goal of SCM 
which waste elimination and increased efficiency.  
2.2. Agency Theory in Supply Chain Management 
The supply chain management was introduced to the 
scholars and attributed to the experts, ever since then 
it has been helping to integrate operations, 
procurement, and distribution into an arrangement of 
supply chain management [16], With the maturity of 
this discipline, the disclosure of certain theories about 
supply chain management has been emerged. Such 
conceptual approaches were attempted to construct 
frameworks and to discover processes in SCM by 
[17],[12], [18] Similarly, [18] Wuttke,, Blome, Heese 
, and  Protopappa-Sieke, [16], Basheer et al., [12], 
and Lekkakos and Serrano [17], have developed a 
multiple inductive, case study approach for 
developing SCM theories. Lekkakos and Serrano 
[17], argued that development of these underlying 
and unrefined frameworks and theories somehow 
causes an evolution of a certain discipline.  
Resultantly, rather than relying on other disciplines, it 
calls for the development of theories under the 
discipline of SCM [18],[19]. After considering the 
prevailing state of developing theories, it is observed 
that there exists some error in conceptualization 
which calls for the need of developing a managing 
theory of supply chain before establishing any other 
theory on supply chain management. A theory on 
supply chain is needed before developing meaningful 
theories for supply chain management.  
The agency theory was initialized back in 1960s and 
1970s, with the context of management [18]. 
However, the origin of this theory relates to the 
studies on the analysis of economic risk, in which it 
addresses the problems of risk-sharing and 
incongruency of individual goals [2],[3], [20]. In its 
contemporary form, agency theory is prominently 
derived from the studies of Jensen [5] Mitnick [9], in 
the disciplines of economics and political science, 
that increases its scope from contractual obligations 
to other areas. It was eventually employed by the 
disciplines of management, sociology, and in studies 
involving firm’s [2], [3],[20] 
According to Jensen and Meckling [5], the principal 
assigns work to the agents during agency 
relationships. Mitnick [9], exclaimed that under the 
delegation of principal, the agent performs its duties 
for the welfare of the principal and somehow acts as a 
representative of the principal. Among the agency 
relationship, the principal generally seeks to 
minimize the cost of agency, like monitoring, 
rewarding, policing the behavior of the agent and 
specifying, while on the other hand, agent aims to 
maximize benefits for the principal and targets 
control of the principal [14]. However, problems 
related to the efficient functioning of the agency 
involves preference mismatch, acquisition of 
information, adverse selection of capabilities, and 
efforts which are commonly associated with the 
activities of the agent and are equally important in 
this relationship. 
Agency theory is largely dependent upon two 
significant areas of inquiry, i.e. positive agency 
theory and principal agent theory. According to 
classical theory of agency, both the principal and 
agents tend to maximize benefits and positions using 
interpretation of their individual contract. The 
development of this principal-agent relationship was 
derived by the economic scholars through bounded 
rationality, personal interest and risk aversion of the 
agent as important determinants for modelling of this 
relationship. In terms of descriptive agency theory, 
the theory of positivist agency contributes majorly in 
comprehending the behaviors of real world  [18]. 
However, both the approaches significantly 
contribute in helping managers and researchers to 
capture attributes and complexity of this theory. 
According to Basheer et al. [2] lack of implication of 
its non-empirical and mathematical orientation in real 
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world is the major cause of its stagnating position 
both in academic research and in organizations. 
In an attempt to overcome the shortcomings of 
principal-agent relationship and to deal with the 
complexity, the positivist agency theory (PAT) was 
majorly evolved [20]. Shapiro [21], described that 
PAT attempts to combine expert agency, sociology, 
political science and the agency law into one unified 
framework that would help to explain development of 
relationship among government and business, and 
suggest measures to manage these relationships more 
effectively. It also suggests framework for handling 
issues regarding separation of principals’ control 
from the agent, thus highlighting the non-rational 
activities of the agents, for instance a situation when 
an agent hides a sensitive information from the 
principal due to trust deficit [5],[9],[20],[21]. 
Just as a node, an agent can look upwards to its 
suppliers and downwards on its customers in a supply 
chain. Though, in both cases the visibility is expected 
to be quite limited. Choi and Krause [22], claimed 
that the visibility beyond this realm emerges usually 
for the agent. To this level, as a network the SC 
functions with a self-organisation and known to be a 
complex adaptive system [2],[9]. Basheer et al., [12] 
advocated that the need for managing supply chain in 
the form of a system is required and often mentioned 
by the scholars and managers. Furthermore, as a 
system, SC in itself is difficult to control and predict, 
also it is complex and dynamic. Due to these specific 
reasons, it is impossible to treat SC as merely a 
system, rather it entitles to be complex adaptive 
system that allow managers to better understand the 
behaviors and would be able make interventions 
effectively. 
In terms of functioning as a benefit or cost center, 
every point possesses a grip on the accountability and 
resources within the supply chain. As a result, agent 
tend to maximise its benefits by managing portions of 
the upstream and downstream and tries to control 
operations in order to enhance performance of its 
expected benefits. For example, the aim of the 
distributor is to focus on the selection of best 
manufacturers as well as expanding its customers, 
thus targeting both upstream and downstream 
networks evenly. On the other hand, manufacturer 
will try to apply a system of JIT or VMI along with 
its suppliers and develop its distribution centers at 
suitable locations. In that case, the agent has to accept 
beyond this range, and together these agents form a 
self-organizing supply chain. 
There are two main challenges that are faced by 
agency namely, lack of effort and misinterpretation of 
ability i.e. poor selection which are totally accredited 
towards the agent. Basheer et al. [2] suggested that 
the models of hidden action and information are 
designed in order to help construct an appropriate 
kind of contract. According to Pepper, and  Gore 
[23], for the successful completion of the tasks, the 
models assume that principals are fully aware about 
the capabilities and nature of the work desirable for 
the agents. The models of hidden information mainly 
focus the areas like selection of agents and 
identification of the agents’ prospects for falsification 
of abilities and skills which is usually done during 
some activity or at hiring. One of the major benefits 
of these models, is their assistance for developing a 
contract that motivates and allows the agent to act 
accordingly with careful observations [17], [2]. For 
instance, informing owner about any kind of faults 
regarding the condition of asset is the requirement for 
the report by the agent. Moreover, through different 
processes of management, model of hidden 
information tends to separate capabilities of agents 
using the aspects of signaling, screening through 
personal interviews, giving opportunities through 
self-selection process i.e. in the form of training 
workshops for the new hiring’s. 
The principal is thought to be exposed with higher 
risks of taking advantaged by the agent, for situations 
where it is hard to observe the actions of the agent 
majorly because of the complexity of the task. 
Pepper, and Gore [23],[41], explained that, in that 
case agent has the opportunity to either misinterpret 
or avoid control of its capabilities. Li et al. [24], 
proposed that models of hidden action help to 
allocate the contract design and further helps to 
remove the problem of moral hazards by stimulating 
the agent to perform appropriately. Agents are 
generally found to be risk-averse while principals are 
thought to be risk neutral which might have been 
mistaken during calculation of the risk. The justified 
reasoning behind this approach is the fact that 
principals acquire more capability of expanding 
investments while agents are dependent upon the 
principal and have less chances to involve in any kind 
of morally hazardous actions [2],[24]. This rationale 
suggests that contractual power and capabilities are 
uniformly existed among the shared relationships 
having limited choices available to the agents. 
According to Li et al. [24],, evidence from the study 
explained that agents are mostly ready to take risks 
because of the changes in the options and power 
available to them, and as well as due to the uncertain 
changes in the economies and industrial sectors 
[4],[2],[24]. Pepper, and Gore [23]mentioned that 
these arguments explain that the relationship among 
the principal and agent is highly conditioned upon the 
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factors other than limited ability for risk assessment 
and contractual obligations. When applied to supply 
chain operations, its importance is increasing rapidly, 
it is because in SC trust, commitment and knowledge 
often accounted to be more significant than 
contractual obligations [39]. 
The need for theories regarding practical application 
in organizations was felt by many researchers 
namely. They have also recognized the importance of 
these organizational theory in describing, predicting 
and explaining complex behaviors within an 
organization. Wilhelm, Blome, Bhakoo, and Paulraj 
[25] mentioned that these researchers were also 
involved in highlighting the significance regarding 
TCE in literature.  
Wilhelm, Blome,  Bhakoo,, and Paulraj, [25] argued 
that during economic exchange the notion of 
transaction-cost economics suggests that hidden cost 
also takes into account the cost of all services and 
products. For instance, in constructing a buyer and 
supplier relationship, the arrangement of contracts 
made up by the lawyers, time taken in establishing a 
relationship among the partners and travelling is also 
included in the hidden costs. Other than that, the 
relationships along the supply chain are usually 
intangible and fails to provide any appropriate 
reasoning for the behavioral, political, social and 
legal dynamics. Transaction cost economics most 
importantly comprehends relationships into costs 
making it tangible for the partners [38]. 
Therefore, an underlying issue with the transaction 
cost economics is its assumptions on how transitions 
are developed and grasped as a result of this 
relationship. The authors Short, McKenny, Ketchen, 
Snow, and  Hult [26] claimed that TCE has missed 
two important considerations i.e. involvement of 
contractual agreements and employing ways which 
results in immoderate transaction costs across the 
supply chain; and the problem of possessing control 
particularly by the minor players with structural 
manipulation. As it has been observed that problems 
like quality, risk, flexibility and time are often 
controlled by the agents [40]. 
The bottlenecks of transaction-cost economics in 
exhibiting a relationship along the supply chain can 
be neutralized by applying the agency theory, which 
helps to provide a fundamental mechanism. It 
functions by describing how collectively and 
independently players respond towards the dilemmas 
of transaction cost within a SC, considering both 
rational and non-rational behaviors [26]. 
Additionally, Craighead, Ketchen, and  Cheng, [27] 
proposed that agency theory also assists the managers 
to understand the behavior of SC by focusing on 
certain issues namely: 
 Establishment of relationship including inter 
and intra organizational behaviors; 
 Managing complex customer-supplier 
relationships such as third-party providers 
and vendors; and 
 Calculating the benefits and costs of supply 
chain arrangement 
Despite of the known importance and power of 
agency theory available in the literature, limited 
number of studies incorporated it as a basic 
theoretical foundation. According to Short, 
McKenny, Ketchen, Snow, and Hult [26], arguments 
are present external to the research from SCM, which 
have proved the combination of agency theory and 
TCE to be more promising than any other. Contrarily, 
Craighead, Ketchen, and Cheng, [27] showed 
concerns to treat these theories as complementary 
theories. This debate is not relevant to this paper. 
Moreover, discussion of the importance of the agency 
theory and how it can be presented across the SCM is 
discussed in the section of analysis and discussion. 
Methodology opted for this paper is explained in the 
next section. 
H1: supply chain operational performance(SCOR) 
has significant impact on the supply chain 
management (SCM). 
H2: Corporate governance index (CGI) has 
significant impact on firm supply chain 
management (SCM). 
H5: Corporate governance index (CGI) Moderates 
the relationship between supply chain operational 
performance (SCOR) and supply chain 
management (SCM) 
Figure 1 depicts the theoretical framework of this 
study. The resource-based theory and agency theory 
are used to conceptualize the framework shown in 
figure 1. 
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Figure 1: Conceptual framework           
3. Methodology 
The current study is amid to explore the impact of 
external governance mechanism such as board 
characteristics in the relationship between operation 
performance and supply chain management. The 
prime objective is highlighting the role of agency 
theory in the relationship between operational 
performance and supply chain performance. To 
achieve the objective of the current study we have 
employed a quantitative methodology with the aid of 
adapted questionnaire. For the analysis purpose the 
data is collected from the operation, production, and 
finance managers of firms operating in manufacturing 
sector of Indonesia. The questionnaire is adapted 
from the prior findings. The total questions sent to the 
respondents are 650. However, the total questions 
received as true respondents are 435. The response 
rate is 67 percent. 
 
4. Research Analysis and Discussion   
The Nitzl, and Chin [28] the partial least square is 
suitable or applicable where the theoretical model is 
novel or not well explained by theories or the model 
is complex with number of latent variables and 
structural paths. Because of the above-mentioned 
reasons, the current study is employing the smart PLS 
as thi study is among few pioneering studies on this 
issue with an unexplained structural path. In addition 
to that the current study has employed two steps PLS 
mythology This is in line with the studies of of 
Hameed et al. [26], there are two main steps in SEM 
analysis. The first step combines Confirmatory Factor 
Analysis (CFA) with the measurement model where 
the evaluation of the measurement instruments will 
be assessed through confirmatory factor analysis 
(CFA); and the second step is structural equation 
model which specifies the structural relationships 
among latent variables in the measurement model 
using a path diagram for the testing of the 
hypotheses.  Based on the items of each construct, a 
second order measurement model was developed to 
test for the confirmatory factor analysis [37]. The 
fitness of the measurement model is assessed through 
unidimensionality, reliability and constructs validity. 
Validity is the ability of the instrument to measure 
what is supposed to be measured for a construct [27]. 
Validity determines the accuracy of measurement 
instruments of the variables. Specifically, construct 
validity makes certain the degree of measurement 
instruments represents the theoretical variables that 
they are designed to measure. Construct validity is 
divided into two types, convergent validity and 
discriminant validity [27]. (CFA); and the second 
step is structural equation model which specifies the 
structural relationships among latent variables in the 
measurement model using a path diagram for the 
testing of the hypotheses.  
Based on the items of each construct, a second order 
measurement model was developed to test for the 
confirmatory factor analysis. The fitness of the 
measurement model is assessed through 
unidimensionality, reliability and constructs validity. 
Validity is the ability of the instrument to measure 
what is supposed to be measured for a construct 
[29],[31]. Validity determines the accuracy of 
measurement instruments of the variables. 
Specifically, construct validity makes certain the 
degree of measurement instruments represents the 
theoretical variables that they are designed to 
measure. Construct validity is divided into two types, 
convergent validity and discriminant validity [25]. 
Convergent validity refers to the degree to which an 
item is related with other items of one construct [25], 
[26] [31]. Convergent validity is measured through 
unidimensional of the items (factor loadings), 
average variance extracted (AVE) and composite 
reliability (CR).  
 
Table 1. Convergent and Discriminant Validity 

































































Discriminant validity refers to the extent to which 
different measures of different constructs are distinct 
from each other’s. In the present study, discriminant 
validity was established by comparing the items 
loadings with cross-loadings as presented in Table 1 . 
To actualize this, experts on path modelling [2], [25], 
[26] have suggested that all the items loadings should 
exceed the cross-loadings. 
 
Table 2. Discriminant Validity 
  1 2 3 
SCOR 0.948   
CGI 0.731 0.798  
SCM 0.518 0.550 0.801 
 
The next step to the confirmation of reliability and 
validity is the development and estimation of 
structural model therefore after confirmation of 
reliability and validity, the SEM was used to analyze 
the hypothesis. The direct and indirect effect was 
examined. Indirect effect was examined to check the 
mediation. In this process, the p-value was 
considered. While analyzing the data, 0.05 minimum 
level of p-value was considered to test the hypothesis. 
After ascertaining the measurement model, the 
present study assessed the structural model. In doing 
so, the present study employed standard 
bootstrapping procedure with 500 bootstraps samples 
and 249 cases to determine the significance of the 
path coefficients. This was carried out by following 
the guidelines provided by the eminent scholars in 
their recent studies). According to the direct results, it 
is shown that all hypothesis has a p-value less than 
0.05. Thus, the hypothesis 1 related to supply chain 
financial risk and supply chain management is 
significant, and results of the second hypothesis sis 
also in consistent with the proposed hypothesis as the 
supply chain operational performance is in significant 
positive relationship with supply chain performance. 
The direct results of the current study are shown in 
table 3. 
Table 3. Direct Effect  
  (β)  SD T-value  P-Values 
H1 0.411 0.235 4.221 0.000 
H2 0.357 0.152 3.618 0.000 
 
Along with the direct relationship between supply 
chain operational performance and supply chain 
management, the current study is also interested in 
investigating the moderating role of supply chain 
operational performance in the relationship between 
supply chain financial risk and supply chain 
management. The results of the moderating effect of 
corporate cash holdings is shown in the table 4 . 
These results of moderation show that for both 
mediation hypothesis, the t-value is above 1.96 and p-
value is below 0.05 which accept H3. 
 
Table 4. In-Direct Effect through Mediation  
  (β)  SD T-value P-Values 
H3 0.322 0.121 4.311 0.000 
 
PLS-SEM structural model assessment recommends 
another important criterion; that is the R-Squared 
value assessment. The R-square is also called 
coefficient of determination [29,35.36]. According to 
various scholars the r-squared value represents the 
proportion of variation in the dependent variable(s) 
that could be explained by one or more predictor 
variable The R-squared value obtained for the present 
study is reported in Table 5 
Table 5. Expected Variance  
   R2 
SCM 76.2% 
As all the endogenous latent variables in this study 
are reflective hence, a blindfolding procedure was 
applied specifically to the endogenous latent 
variables.  
5. Conclusion  
Agency theory is largely dependent upon two 
significant areas of inquiry, i.e. positive agency 
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theory and principal agent theory. According to 
classical theory of agency, both the principal and 
agents tend to maximize benefits and positions using 
interpretation of their individual contract. The 
development of this principal-agent relationship was 
derived by the economic scholars through bounded 
rationality, personal interest and risk aversion of the 
agent as important determinants for modelling of this 
relationship. In terms of descriptive agency theory, 
the theory of positivist agency contributes majorly in 
comprehending the behaviors of real world . The 
current study is amid to explore the impact of 
external governance mechanism such as board 
characteristics in the relationship between operation 
performance and supply chain management. The 
prime objective is highlighting the role of agency 
theory in the relationship between operational 
performance and supply chain performance. To 
achieve the objective of the current study we have 
employed a quantitative methodology with the aid of 
adapted questionnaire. The SMART-PLS is used to 
achieve the objective of the current stud. The data is 
collected from the operation managers, production 
managers and finance managers of manufacturing 
firms listed in Indonesian Stock Exchange. The 
results of the study have shown a great deal of 
agreement with our proposed hypothesis. The 
corporate governance index comprising of board 
characteristics appears as a moderator in the 
relationship between supply chain operational 
performance and firm supply chain 
management[34,35] The results of the current study 
are also providing support to agency theory and 
resource base theory. Moreover, discussion of the 
importance of the agency theory and how it can be 
presented across the SCM is discussed in the section 
of analysis and discussion. Methodology opted for 
this paper is explained in the next section. 
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